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EDITORIAL COMMENTS 


The current issue of Technical Notes contains two articles and two answers 
to Question Box queries, which it is hoped will provoke further discussion from 
the membership. 

The article “Education for Business Budgeting” by Professor John Wheeler of 
the University of Minnesota stresses the importance of combining the acadernic 
with the practical approach. While he has taught classes in budgeting, it is apparent 
that he thinks of budgeting as a concept considerably broader than can be covered 
adequately in a textbook or a course. His suggestions on the manner in which NSBB 
can help our schools should be of particular interest. His reference to the budget 
man's need for a knowledge of economics recalls the anecdote related by J. A. 
Livingston in the Philadelphia Bulletin of December 30th, 1952: 


© “A successful businessman, back on his college campus and feeling 
his success, dropped in on his old economics professor. ‘Professor,’ 
he said, ‘I always had such trouble with your examinations, I wonder 
what you're asking now.’ The professor handed him an examination paper. 
“The businessman puzzled over it, then said: ‘Why, Professor, these 
are the same questions you asked when I was in school.’ 
“The professor answered, ‘Of course! In economics we ask the same 
questions year after year.’ 
“The businessman looked pittyingly at the old duffer: ‘Don’t you know, 
Professor, that students will pass questions on from class to class?’ 


“*Oh, we know that,’ said the professor, ‘but, in economics, we change 
the answers.’” 


How static are the answers in the field of budgeting? 


The article on “Budgetary Control of Inventories by a Food Chain” presents some 
of the problems which are unique in this industry and quite frankly admits the quest 
for solutions is not complete. Are there members of other chapters with experience 
in the food business who would care to comment on these problems? 

The Question Box section of Technical Notes has been reactivated with two 
inquiries. One of these is answered by Lee Miller of Milwaukee: the other is a | 
composite answer resulting from a discussion at the Twin Cities Chapter's March 

@ meeting. Your editorial staff earnestly solicits your further questions. The Question 
Box can be made a valuable educational feature of this publication. 


TWIN CITIES CHAPTER 
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EDUCATION FOR BUSINESS BUDGETING 
By. J. T. Wheeler, Associate Professor of Accounting 
UNIVERSITY OF MINNESOTA 


If business budgeting is to attain its rightful place in the business world, educa- 
tion for budgeting must be greatly improved. This education consists of three phases: 


(1) formal schooling which an individual receives generally prior to his 
first full-time employment 

(2) experience which the individual obtains in early business positions 

(3) informal and formal postgraduate education 


All three of these educational steps ire essential to the well-rounded development 
of good budget personnel. Neglect of any one of them will have adverse effects on 
the long-run development of business budgeting. 


COLLEGE TRAINING FOR BUDGETING 

Although it is still possible for an individual to acquire adequate educational 
background for top-level positions in the field of budgeting without going to college, 
it is nevertheless a highly desirable background for such individuals. College train- 
ing should give an individua! breadth and a sound business background which is 
difficult to acquire in other ways. However, it should be noted at the outset that 
college training is not a panacea for the field of budgeting any more than it is for 
any other profession. An individual who has attended college for four or five years 
and has received his degree is not greatly changed as an individual and still has 
limitations, shortcomings and a narrow outlook which must be subsequently improved 
through other means. The field of budgeting has such a wide scope that it makes 
it difficult to train an individual for outstanding work in this field. It would be 
desirable for an individual to have training in almost all areas which are normally 
available to a college student. However, time limitations are such that choices 
must be made and emphasis placed on those areas which will be of greatest impor- 
tance to the individual or which can be most easily assimilated through college 
training. This will leave for later training those fields which can be acquired by 
experience, reading and other means outside of the college curriculum. 

The ideal background for a person who plans to work in the field of budgeting 
would probably be a combination business and engineering degree with additional 
emphasis on economics. This type of training is available at a number of the out- 
standing universities in the country. The engineering training need not be highly 
technical or specialized but should give the student a scientific viewpoint, the ability 
to understand manufacturing processes and the field of industrial engineering, which 
includes such important subjects as time and motion study, job analysis, etc. In 
the Business Administration training the individual should probably specialize in 
accounting but should also get thorough training in the functions of business and 
business organization. This is the normal type of training in most Schools of Business 
Administration in American universities. The accounting training in these univer- 
sities may not be the most desirable for a prospective budget man. Too much 
emphasis is often placed on technical, financial accounting, which is of great im- 
portance to those individuals who will enter the public accounting field, and too 
little importance is placed upon the basic concepts of internal control. This is not 
as serious as some people think, and improvement has been rapid in most schools. 
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Greater recognition of internal accounting and the necessity for data which is pre- 
dictive rather than historical will come about only as teachers of accounting are 
made aware of their importance to the accounting profession. There is a great 
deal which can be done in this direction by such organizations as the National Society 
for Business Budgeting. Some of these possibilities will be pointed out later in 
this article. 

Thorough training in Economics, which is needed by budget men, may be one 
of the deficiencies of the usual business school training. Most universities have 
separated their economics department and their school of business administration, 
and, aS a consequence, students majoring in business may have too little contact with 
the field of economics. However, there are still many universities where there is a 
close relationship between economics and business administration, and in these 
Schools especially the student can obtain the type of training which he needs in 
economics in order to carry out the budget function in modern industry. 

One further area of importance in the college training of a budget man should 
be mentioned. This area is the field of communications. Oral and written pro- 
ficiency of college students is not high. Great strides have been taken in the last 
few years to rectify this deficiency, and it is to be hoped that in the future all 
business school graduates will be moderately proficient in both oral and written 
communications. 


On the Job Experience - 

The education of a college graduate, at the time he takes his first full-time job, 
is not even half over. Too often both college students and their employers regard 
a college degree as the terminal point of education. As a consequence, the college 
graduate fails to continue his education and his employer fails to give him the oppor- 
tunity or incentive to do so. Work experience should make a significant contribution 
to the employee's education. Experience on the job must be such as to give the 
individual an over-all viewpoint ofthe firm's operation, the psychology of the operating 
personnel and a thorough knowledge of the industry or industries in which the firm 
operates. It must be recognized that there is only a limited time available for 
acquisition of such knowledge, and, therefore, a firm must do everything possible 
to make it easy for the individual to acquire this information and encourage him to 
do so. This is not the place to discuss company training programs, off the job 
educational opportunities, company conferences, rotation of personnel, and so on. 
However, these are some of the means by which a company may facilitate the con- 
tinuing education of its employees, and, if these facilities are utilized, an individual 
can greatly increase his capacities for undertaking assignments in a budget depart- 
ment. The desirable background on an operating job within the company, which a 
budget man should have, is one of the biggest problems facing industry today. A 
college graduate needs experience in the shop, factory, warehouse, etc., to learn 
the operations and learn to understand operating people. Too often the college 
graduate feels that this is beneath his dignity, and employers find that they must 
pay individuals too much to do routine work. Operating assignments also pose certain 
problems with respect to union contracts and personnel relations in the operating 
divisions. 

There is a way of meeting this problem which a number of companies have 
adopted and which could be of great value to industry and to future budget personnel. 
This is the internship program which has been developed in cooperation with various 
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universities. The plan usually involves employment of college students during the 
summer months. If the program is well worked out between the university and the 
business firms, the student will obtain good experience which he can integrate with 
his college training and which will make his education more realistic and 
better oriented. The business firm will have an opportunity to observe individuals 
on the job, to train them in their procedures and to give them a practical operating 
background while they are still in a category which does not make it difficult to 
place them in operating positions. Some students with proper contacts have been 
able to acquire such background on their own. However, in order to facilitate the 
employment procedure, a number of universities have worked out ways of getting 
the companies and the students together and encouraging the students to participate. 
Such internship programs, carried out by a Budget Director of a firm, could also 
give students an inside into the fascinating field of budgeting and encourage them 


to take the proper courses in their final college years to fit them for future budget 
work. 


Postgraduate Education 

After an individual has obtained a good coliege education and a few years of 
broad industrial experience, he is ready for more specific training to lead him to 
a position in the field of budgeting. This is not to say that an individual could not 
go directly into a Budget Department from college, but if he did so he would still 
have to obtain the type of experience noted above. Specific traini. in the field of 
budgeting does not appear to be a subject readily adaptable to underg> - uate training 
in Schools of Business Administration. Some over-all view of budgeting should be 
obtained in industrial accounting courses. However, the techniques of budgeting 
require more experience and breadth than the average college student has acquired. 
Consequently, technical budget training must be obtained in later years. This train- 
ing may be obtained rather informally, and such informal training has been greatly 
facilitated by the National Society for Business Budgeting. Technical meetings, 
publications, conventions, all are great helps in training members of the Society for 
top level budget work. Other sources for such training, which are more formal, may 
also be available through night school classes, special short courses, and so forth. 

It is generally not feasible for an individual to leave his job for a year to do 
graduate work to train for the field of budgeting. Consequently, it is not likely that 
strong graduate programs will be developed in such a specialized field. Night 
school courses and special courses which are sponsored jointly by the University 
and a budgeting group, such as one of the local chapters of the National Society, 
would seem to be the ideal solution. Such cooperation could lead to joint teaching 
of courses by trained teachers and experienced budget personnel. The provision 
of materials, such as case studies, to the teachers for use in the courses and training 
of teachers themselves so that they might do a good job of teaching budgeting can be 
facilitated by the Society. The universities are generally willing to cooperate with 
industrial groups who wish to sponsor specific courses for their members. These 
courses can be established on any time basis which is mutually satisfactory to the 
school and to the participants. If good results are going to be obtained, interested 
budget directors must be willing to put considerable time and effort into meeting 
university personnel halfway in organizing and sponsoring such courses. Budget 
directors have an opportunity to improve their contacts with universities through 
the above means and by speaking to student groups, working with universities in 
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joint research projects, employing instructors during summer months on a part- 
time basis or for a longer period where it is possible for the faculty member to 
obtain a leave of absence. Teachers are always inclined to reflect in their teaching 
their own experiences. If, as in the past, most teachers have had experience only 
in public accounting, their teaching is going to reflect this experience. If, in the 
future, industrial firms make an effort to employ teachers during off periods and 
while they are still in training, industrial accounting will be better reflected in the 
teaching of accounting in future years. 

The National Society for Business Budgeting has made a big contribution to the 
education of its members, and it will undoubtedly make a much greater contribution 
in the future. However, lasting results in education for budget work can be obtained 
by improving education through changes in the college curriculum and the experiences 
of individuals long before they are ready for membership in the National Society. 
This can only be done by a conscious effort on the part of all members to try in every 
way possible to facilitate the work of those in the field of education who are genu- 
inely interested in the field of budgeting and by encouraging every attempt which is 
made in the right direction to expand the training of budget people. If this is done 
only by trying to get universities to put into their curriculum a course in business 
budgeting, I believe that the attempt will be a failure. Such a course may or may not 
be offered by the Universities which have been so encouraged. If the course is of- 
fered and taught in a very effective manner, then some gain will have been made. 
However, as would be the case today, universities offering the course might very 
well discourage individuals from entering the field of budgeting because the course 
would be taught by individuals who had not had experience in the field themselves 
and who would lack the feel for budget work which is so necessary if the course 
is to be taught in an interesting and profitable manner. Consequently, the direction 
which must be taken to improve the education, is not adding courses but improving 
the understanding and appreciation of budgeting by all of those people who are 
interested in and participate in the education of prospective employees of Budget 


Departments. 
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BUDGETARY CONTROL OF INVENTORIES BY A FOOD CHAIN 
By A. L. Nordstrom, Operation Analyst 
RED OWL STORES, INC. 


This is a case study of the budgetary devices under consideration or in use, 
in part at least, by Red Owl Stores, Inc., a retail food chain, for the control of 
warehouse and retail store inventories. At the outset, it must be said that this 
phase of the over-all ! adget program of the company, and the cash budget in particu- 
lar, is the least devefoved and has had the least application of any. Consequently, 
the statements which tollow can only set forth the problems and factors which are 
under study and consideration by the Budget Department in the further development 
.i the company’s cash budget and interim forecasts of cash requirements during the 
fiscal budget period. 
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Budgetary control of merchandise inventories by a retail food chain divides 
itself into two categories: 
(1) the forecasting of the amount of warehouse stocks 
(2) the forecasting of the amount of retail store stocks at accounting 
intervals throughout the year 


The two are not alike for several reasons, as will be explained later. In one respect 
there is a common approach -- i.e. both are governed by predetermined annual 
rates of turnover. The turnover rates, however, are not identical, for stock turn- 
over in retail stores is by historical experience at a considerably higher rate than 
warehouse stock turnover. 


CONTROL OF WAREHOUSE INVENTORIES 


The first step in determining a warehouse inventory budget involves the trans- 
lation of the sales budget into total merchandise requirements for the budget period 
and a calculation of how much of that total will flow through each of the company’s 
warehouses and how much will be delivered directly to the retail stores by other 
vendors. This translation of the sales budget (by months for the ensuing year) is 
made by the head of the Buying Department, who then submits a budget of warehouse 
merchandise inventory stocks projected to be on hand at the beginning of each month 
of that year. Incidentally, in arriving at these monthly forecasts, the buyer is aware 
of the expectancy of an annual rate of turnover of warehouse stocks of thirteen | 
times -- this figure being a composite of the experience rate of comparable food 
chains in this country. 

The availability at the warehouse level of 2,000 or more items of merchandise 
in a flow’ commensurate with the sales budget thus becomes theoretically possible 
but not necessarily easy of accomplishment. The historical records of each buyer 
(each with an assigned group of products to procure), measuring periodic purchases 
and weekly outgo of each item through each warehouse, simplifies the job somewhat. 

Other complications in the advance determination of inventories result from 
the fact that manufacturing production schedules and crop years vary by produci 
line, and in many cases there is varying availability or diminishing availability in 
the months nearest the end of crop years and a corresponding decrease in the ware- 
house inventories of these products. The contrary or high inventory point is often 
true following the completion of packs -- canned, frozen, and dried foods, etc. 
Other seasonal factors, mainly involving holiday lines -- nuts, candies, special 
baking supplies -- usually require single large purchases to be dispensed through 
the warehouse over a two - or three-month period. Month-end forecasts, therefore, 
must take into account the resulting higher inventories and a measurement of their 
diminishing values following those peaks. 

Control then becomes a matter of comparing total physical inventories of each 
warehouse with the predetermined budgets, monthly and cumulatively as the year 
proceeds to its close. The actual inventories in this case (in total and by individual 
product, with emphasis on those without a complete turnover in more than sixty days) @ 
is a by-product of perpetual inventories by I.B.M. procedures adjusted by periodic 
test and progressive counts of specific products in the warehouses. 
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In order to make allowance for sales in excess of or below budgeted sales, the 
turnover rate of thirteen automatically sets up a stock quota higher or lower than 

the budget estimate, thus subjecting any budget variance to a second test of validity. 
The following schedule portrays the working of the above methods at quarterly 
ending dates over the past fiscal year for one warehouse: 


INVENTORY INVENTORY CUMULATIVE 
DATE ACTUAL BUDGET TURNOVER RATE 


6-1-52 $1,313,109 $1,450,000 12.73 
9-11-52 1,661,230 1,550,000 12.79 
iZ-1-52 1,674,526 1,750,000 12.36 
1,546,244 1,550,000 12.56 


The above techniques represent the development and approach to this budgetary 
problem at this stage. We assess the results so far as being only fairly successful. 
Further refinements and even better approaches are undoubtedly necessary to 
produce more dependable forecasts and controls. 


CONTROL OF RETAIL STORE MERCHANDISE INVENTORIES 


At this point the development of budgetary plan for the control of retail stocks 
@ has not proceeded much beyond the discussion stage. The following, therefore, 
can be only a brief summary of the main points of those discussions; 


A fundamental consideration in the establishment of budget techniques applicable 
to warehouse and retail store inventories is recognition of the fact that warehouse 
stocks are maintained only in sufficient variety and quantity to satisfy the require- 
ments of the retail stores until such time as the warehouse inventory of each product 
can be replenished. Retail store inventories, on the other hand, are maintained not 
only in such quantity and variety as will fulfill the demands of the stores’ customers 
until the arrival of replacements but enough as well to satisfy management standards 
with respect to the impression at all times on customers of the displays of the ur.- 
sold portion of shelf stocks. In merchandising parlance, this simply refers to the 
truism that sales are retarded by near empty appearance or gaping holes in the 
shelves. 

Secondly, the rate of turnover of merchandise inventories varies directly with 
volume of sales. The company’s experience indicates and, in fact, recognizes for 
control purposes, a spread of from an average of sixteen turns annually in the lowest 
volume stores to a high of thirty-six turns in the largest volume stores. The stumb- 
ling block to a turnover formula based on previously budgeted sales in the forecast 
uf store inventories arises from the fact that stores of like size -- floor area or 
cubical content of display fixtures -- do not produce identical volume of sales. 
Hence, unless management is willing to permit the lower volume stores in a like 

size gzoup to let their shelf stocks run down to a lower degree of fullness than the 
larger volume stores, a common rate of turnover expectancy is impractical. Inasmuch 
as stocks on the selling floor of a food chain store represent 90 per cent or more of 
the store's inventory, it can be seen that a more scientific approach to the problem 

is necessary. 
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The one that suggests itself is the exact measurement of the cubical content of 
the display fixtures of each store and the determination of a dollar norm per cubic 
foot at average level of fullness applicable to the total cubical display content of 
the store. The practical problems involved are three -- the job of taking actual 
measurements in a large number of stores, the taking of physical inventories at the 
time of average fullness to establish an original index of value per cubic foot, and 
the calculation from time to time of the effect of price level increases and decreases 
upon that original index. Whether or not this approach is feasible has not yet been 
determined. Our present thinking is that unless a simpler and equally valid yard- 
stick can be fashioned, comprehensive tests should begin as a means of finding a 
reliable formula for what should be averaye and also the lowest inventory require- 
ments for each store in the chain. The low inventory figure would represent a 
store's inventory at the close of business each Saturday night (the lowest point of 
the week and month-ending day as well). This, then, might be the tool we are seeking 
for forecasting store inventory budgets in the future. 


The following is a reply by Lee Miller of the 

QUESTION Milwaukee Chapter to the question raised by one 
BOX budget man: “What is the preferred practice in 

commenting upon operating performance?” 


Answer: Budgets on which you are commenting may be exclusively manufacturing, 
or they may be comments upon sales income and expense and administrative expense. 
To me, there seem to be a few simple fundamentals in comments upon budget 

performance: 

(1) The comments will vary from company to company, depending upon 

the interest, background, and operating habits of the management group 

addressed. 

(2) The comments will vary according to the level of management that 

is being addressed; for example, the comments will vary as to detail for 

the president, the sales manager, the plant manager, and the foreman. 

(3) The special contribution which the budget department can make is 

the over-all significance of trends and the probable projection for the 

year. In other words, management is interested in knowing “where we're 

going,” and it is out of the “where we're going” viewpoint that changes 

are made in operating plans. In some companies the sales mix has a 

very important relationship to the profits. 

(4) The preferred procedure in some companies is to issue the state- 

ments covering actual, budget, and variance from budget as promptly as 

possible without comment. The next step is to issue a comment upon 

performance as soon as a “reasoned” comment can be produced. 

(5) A preferable technique in some companies is to summarize the 

highlights on the first page of the comments and to follow these summary 

statements with any supporting detail that may be necessary. In this 

way you provide the management with the statement of conclusions and 

the supporting detail, if they are interested in verifying the proc. dure 

by which the conclusions were obtained. 
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I gather from the tone of your inquiry that you have tried to combine the com- 
Dy ments with the statements. Whether this is possible or practical depends a lot upon 
the individual companies. Actually you have two problems, and it is very difficult 

to combine these two functions in one report. 

Building from the bottom up, in some companies individual foremen are re- 
quested to comment upon the variances in their budgets. The foremen feel free to 
get information from the budget or accounting departments as to the variances. 
These written comments by the foremen and the supervisors above them are some- 
times useful in writing the general comments upon over-all performance. 

I would be interested in knowing whether these comments are of any particular 
assistance to you. Personally, I think it is a problem that bothers all of us, especially 
if we see trends developing in the company operations with a per sonal feeling that 
corrective measures are not being taken. Another factor ‘that I think has to be 
appraised in each company is the level at which so-called “corrective measures” 
are being taken. It makes a lot of difference whether this trend is from the bottom 
up or the top down. 


“In the event a company finds it necessary to 
make a budget revision, under what circum- 
stances would you consider making the revision 
retroactive? ” 


Answer: Types of budget programs in use can be dikIided into two general 
classifications: 


(1) Continuous twelve-month budgets, with regularly scheduled revisions 
(2) Annual budgets, with no regularly scheduled revisions. 


Under the continuous twelve-month budgets, regularly scheduled revisions should not 
be retroactive because, obviously, such a procedure would do no more than give 
effect to hindsight. It is to be assumed that under this type of program forecasts 
for the fiscal period would always be the to date actual plus the revised budget. 
The decision to revise an annual or period budget after experience indicates 
that the current operating plan is inadequate must give due consideration to the 
effective date of such revision. No single answer can be given to the question of 
retroactive budget adjustments. Each case must be decided on its own merit. 
In the majority of cases, the forecast and control functions of a budget operate 
harmoniously. However, retroactive budget revisions have an apparent difference 
in effect on those two functions of the budget. Therefore, in the following para- 
graphs, possible methods of revision together with comments as to their effect on 
the forecast and control aspects of a budget are presented. 


THE TO-DATE ACTUAL PLUS THE REVISED BUDGET 
FOR THE BALANCE OF THE YEAR 


As a forecast for the probable outcome of operations for the year, this method 
of revision is the only acceptable way. From an expense control standpoint, however, 
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it leaves much to be desired inasmuch as it wipes out all to date performances. 
If an operating head, through his own initiative, had effected a favorable performance 
up to the point of budget revision, the psychological effect of wiping out that gain 
would be detrimental to future cooperation on the budget program. Conversely, 
this would also give a clean bill of health to a unit which had controllable unfavorable 
perfermance up to the revision date. 


TO DATE OLD BUDGET PLUS THE REVISED BUDGET 
FOR THE BALANCE OF THE YEAR 


This type of revision would be useless for forecasting, unless it was an antici- 
pated rather than a past change which prompted the revision. From a control 
standpoint, the method is acceptable in that it does not affect to date performances. 
It does, however, run the danger of having uncontrollable variances by operating 
units remaining uninterpreted. 

It appears that neither of the two methods discussed are satisfactory for both 
the control and forecast use of a budget. Under circumstances where the retroactive 
revision of a budget must be faced, perhaps the answer would be to revise for fore- 
cast purposes by any method found necessary, but for cont:'ol reports to maintain 
the original budgets adjusted for only such uncontrollable factors as wage increases 
or organizational changes. This method would be most satisfactory where variable 
budgets are being used. 

Some companies might find merit in the Supplemental Monthly Budget Plan dis- 
cussed by J. Brooks Heckert in his book “Business Budgeting and Control.” Under 
this plan the original budget remains unadjusted and the supplemental monthly 
budgets, which take into account any apparent deviations, are established on an 
individual basis with no regard and no need for retroactiveness. This plan would 
seem to be particularly well suited to a retail business, where sales trends change 
rapidly. It would not appear to be too suitable for a manufacturing company, which 
produces for inventory and is less sensitive to current changes in volume. 
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